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Burlington  Joints 
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“Burlington  Joints” 

A<  quisition  of  the  Chicago,  Burlington  & Quincy  Railroad  Co. 

IV  the  latter  part  of  the  year  1900,  the  Great  Northern  and 
Northern  Pacific  Railway  Companies  quietly  began  negotiations 
fo  the  acquisition  of  the  Chicago,  Burlington  & Ouincy  Railroad 
Cc  It  was  not  until  April  1901,  however,  that  a formal  proposition 
wt  s received  by  Mr.  Francis  W.  Hunnewell,  Chairman  of  the  Board 
of  the  Burlington,  offering  to  purchase  the  stock  of  that  road  at 
th  ■ rate  of  $200  per  share  in  bonds  which  were  to  be  the  joint  and 
se  ^eral  obligation  of  the  Northern  Pacific  and  Great  Northern 
Rf  ilway  Companies. 

During  the  last  week  in  March  1901,  influenced  by  the  rumor 
of  these  negotiations,  the  stock  of  the  Burlington,  which  was  sell- 
ing around  163,  began  to  advance  sharply.  When  the  formal  offer 
w:  s made  the  price  had  reached  199,  and  the  Joint  4s  were  quoted 
on  the  curb,  when  issued,  at  lOOj^-^. 

[4] 


Stock  Received  6%  Dividends 

Burlington  stock  at  that  time  was  receiving  6%  dividends,  and 
as  the  offer  was  therefore  equivalent  to  an  8%  return,  the  proposi- 
tion was  so  attractive  that  on  Vlay  25th  of  that  year  the  announce- 
ment was  made  that  holders  of  over  90%  of  the  stock  had  agreed  to 
accept  exchange  for  the  Joint  bonds.  Subsequently  the  two  north- 
western lines  acfjuired  additional  stock  until  at  present  they  hold 
97.13%,  of  the  entire  cnitstanding  stock  of  the  Burlington,  which 
stock  forms  the  collateral  security  for  $215,227,000  of  Joint  bonds. 

The  Maturity  of  the  Joint  4s 

The  Joint  4%  bonds  issued  in  the  above  manner  twenty  years 
ago,  fall  due  July  1,  1921.  This  maturity,  we  believe,  is  the  largest 
corporate  maturity  in  the  history  of  American  finance,  and  the 
present  pamphlet  has  been  prepared  to  tell  something  of  the  three 
railroads  concerned,  as  well  as  give  a brief  description  of  the 
exceptional  security  of  the  new  bonds  which  are  being  sold  to 
provide  funds  to  meet  this  maturity. 
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“Burlington  Joints” 


A(  quisition  of  the  Chicago,  Burlington  & Quincy  Railroad  Co. 

1\’  the  latter  part  of  the  year  HX)0,  the  (Ireat  Xnrthern  and 
Xorthern  I*acilie  Railway  Cuinpanies  (luietly  he.can  negotiations 
fo-  the  ac([uisition  of  the  Chicago,  llurlington  X ^ jnincy  Railroad 
Cl  It  was  not  until  A])ril  1901.  however,  that  a foi  inal  ])ro])osition 
w:  s received  hy  Mr.  h'rancis  \V.  Ilunnewell,  Chairman  of  the  Hoard 
of  the  Rurlingtoii,  offering  to  ])urchase  the  stock  of  that  road  at 
tho  rate  of  S200  ]>er  share  in  bonds  which  were  to  he  the  joint  and 
se  eral  obligation  of  the  Xorthern  Pacific  and  (ireat  Xorthern 
Rnilway  Congjanies. 

Piiring  the  last  week  in  INIarch  1901.  intluenced  by  the  rumor 
of  these  negotiations,  the  st(»ck  of  the  Burlington,  which  was  sell- 
ing around  1(m.  began  to  advance  sharjily.  When  the  formal  offer 
w:  s made  the  ])rice  had  reached  199,  and  the  Joint  4s  were  (pioted 
on  the  curl),  when  issued,  at  100‘gs-'''s. 


Stock  Received  6%  Dividends 

Burlington  stock  at  that  time  was  receiving  Og'  dividends,  and 
as  the  offer  was  therefore  eijuivalent  to  an  8'f  return,  the  projxfsi- 
tion  was  so  attractive  that  on  May  25th  of  that  year  the  announce- 
ment was  mafle  that  holders  of  over  90'  f of  the  stock  had  agreed  to 
acce])t  exchange  for  the  Joint  bonds.  Suhse(]uently  the  two  north- 
western lines  aojuired  additional  stock  until  at  ])resent  they  hold 
97.log  of  the  entire  <»utstanding  stock  of  the  Burlington,  which 
stock  forms  the  collateral  security  for  $21 5.227,(KK')  of  Joint  Ixmds. 


The  Maturity  of  the  Joint  4s 

The  Joint  V'o  bonds  issued  in  the  above  manner  twenty  years 
ago.  fall  due  Julv  1.  1921.  This  maturity,  we  believe,  is  the  largest 
corporate  maturity  in  the  history  of  American  finance,  and  the 
present  pamt)hlet  has  been  prei)ared  to  tell  something  of  the  three 
railroads  concerned,  as  well  as  give  a brief  description  of  the 
exce])tionaI  security  of  the  new  bonds  which  are  being  sold  to 
provide  funds  to  meet  this  maturity. 
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Why  the  Great  Northern  and  Northern  Pacific 

Wanted  the  Burlington 

'' Jj^  'HE  principal  eastern  termini  of  the  Great  Xorthern  and  Xorthern 
1 acitic  are  at  St.  Paul,  Minneapolis  and  Duluth,  from  which  points  the 
lines  extend  westward  to  the  Pacific  Coast.  The  need  of  an  artery  of  trafiic 
of  their  own  from  the  1 win  Cities  to  Chicago  was  manifest.  Furthermore, 
the  desire  to  secure  more  of  the  great  volume  of  business  originating  in  the 
P)Urlington  territory  was  compelling. 

Speaking  of  this  acquisition,  Mr.  James  J.  Hill,  in  1912,  said:  “Time 
has  confirmed  the  wisdom  of  this  act  by  which  through  traffic  shipments 
have  been  simplified  and  the  public  has  gained  much  bv  the  drawing 
together  of  markets  and  the  quick  and  cheap  distribution  of  products 
between  Chicago,  St.  Louis  and  the  Pacific  Coast.” 


The  Growth  of  the  Chicago,  Burlington  & Quincy 

1 his  railroad,  which  is  one  of  the  greatest  of  American  railroads,  has 
maintained  an  uninterrupted  corporate  existence  since  Februarv  14.  1855. 
when  it  possessed  a main  line  of  only  76  miles.  In  1901,  when  its  control 
was  acquired,  it  owned  over  / ,600  miles  of  road,  was  doing'  an  annual  gross 
business  of  over  $50,000,000,  and  had  a capitalization  of  $257,782,000,  of 
which  $14/, 204, 300  was  funded  debt  and  $110,577,700  was  capital  stock.  It 
paid  dividends  without  interruption  since  1861,  and  the  rate  in  the  three 
years  pri<vr  to  its  purchase  by  the  Great  Xorthern  and  Xorthern  Pacific  was 
6%.  After  the  control  passed  the  dividend  rate  was  increased  to  7%  jier 
annum.  This  rate  obtained  until  the  end  of  190/.  During  this  time,  there- 
foi  e,  the  owmei  ship  of  the  Burlington  was  a burden  to  the  owning  roads  to 
the  extent  of  1%  per  annum  on  the  Joint  bonds.  A reserve,  however,  had 
been  set  up  for  the  purpose  of  reimbursing  the  owmer  companies  and  in 
Octobei , 190/,  the  dividend  w'as  increased  to  8G;  per  annum  and  an  extra 
dividend  of  6%  was  declared  which  liquidated  the  deficiency.  Since  that 
date  the  regular  dividend  distribution  has  been  at  the  rate  of  8%  per  annum, 
but  one  extra  dividend  amounting  to  10%  was  paid  September  25,  1917. 

On  February  28,  1921,  when  the  Interstate  Commerce  Commission  gave 
the  Burlington  permission  to  declare  a stock  dividend  of  $60,000,000.  thus 
bt  inging  the  amount  of  its  stock  up  to  $1/0,839,100,  it  stated,  among  other 
things : “The  evidence  establishes  11)  That  the  Chicago,  Burlington  & Quincy 
Railroad  has  a great  uncapitalized  surplus ; (2)  That  the  present  capitalization 
is  far  below  the  actual  investment,  or  any  fair  value  for  rate  making  purposes 
which  we  may  subsequently  fix  under  the  Valuation  Act;  (3)  That  the  in- 
crease in  capitalization  which  would  follow  the  grant  of  this  authority,  would 
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\\  hy  the  Great  Northern  and  Northern  Pacific 

Wanted  the  Burlinjjton 

'y^lll--  principal  eastern  termini  <n'  the  < ireat  \<.rthern  and  \Mrihern 
1 acilic  are  at  St.  Paul.  Minneaj)<dis  and  l)uliith.  ir'iin  \\hiclt  juiint-'  the 
lines  extend  weslwaial  to  the  I’acilic  C<»ast.  lheneed«n  an  art  t‘r\' < n t ra  nic 
<0  their  own  ii'Min  the  I win  ( ities  tn  ( hicai.pi  was  tnanifesl.  hurl herniMre. 
the  desire  li>  secure  iiiMi'e  <0  the  .preat  \t)Iuine  < u'  linsiness  nripinai  inp'  in  the 
I lurliiiL;t I >11  torritury  was  ci >ni])clliny. 

Sprakinm-  "l‘  this  aci|tiisiti(  m.  .Mr.  j;mu'>  j.  Hill,  in  I'tli.  .aid:  -TiiiK- 

hii>  tiiiilnnu'il  tlu‘  \\'is(li>ni  >>1  this  act  hy  which  thnniyh  trallic  shijinu'nt' 
ha\c  heen  sinpililicd  and  the  pnhlic  has  gained  innch  h\  the  drawing 
ti'pcthci  111  markets  and  the  ipiick  and  chea]>  di'-t nhntii m '>t  |iriidnci'. 
hetweeii  ( hicayn.  .St.  l.nuis  and  the  I’aeilic  Cniist." 


The  Growth  of  the  Chicago,  Burlington  & Quincy 

1 hi>  i.uhiiad.  whieh  is  mie  >>1  the  greati’.t  >>1  .\ineriean  railriiad'.  Ini', 
niamtained  an  nninterni]>ted  c>>rpnrate  e.\i--tenee  .inee  h'ehniary  14.  IS.'.', 
when  it  possessed  a main  line  of  only  7o  miles.  In  1<»I)1,  when  it-  eontrol 
w <is  <K  ipm  ed,  it  > >w  ned  > >ver  / .( >(  X ) miles  < >1  r>  >ad,  \va  ' <1>  iiny  an  animal  gr>  >" 
hnsines.'  oi  over  S.'( ).( )D( ).( M M ),  and  had  a eajiitalizal ion  of  SJ.'7.7Sd,( X X ).  of 
whieh  SI47.204.d(X)  was  funded  debt  and  SI  1D..'77.7( xi  wa,'  cajiiial  >tock.  It 
jiaid  dividends  without  interrniition  since  ISol,  and  the  rate  in  the  three 
_\ears  |)rior  to  its  purchase  hy  the  < ireat  .\orthern  and  .\orthern  I’aeifie  wa- 
t>',.  .\lter  the  control  jiiisscd  the  di\idcnd  rate  wa*.  increased  to  7',  ]>er 
annmn.  1 his  rate  ohtained  mitil  the  end  of  1D07.  I )nring  this  time,  there- 
lore.  the  ownership  ol  the  llnrlington  was  a hnrden  to  the  owning  road>  to 
the  extent  >>i  1',  ])cr  annmn  on  the  Joint  hoiids.  _\  rc'crve,  however,  had 
heen  set  ti])  lor  the  ])iir|)ose  ot  reimhnrsing  the  owner  eoinpanii>  and  in 
()ttohei,  DX)^_  the  dividend  was  increased  to  S',  jier  annmn  and  an  extra 
dividend  ol  vvas  declared  which  liipiidaled  the  delieienev.  Since  that 
date  the  regular  dividend  distrihntion  ha.'  heen  at  the  rate  of  S' , per  annum, 
lun  one  extr;i  dividend  aniomiting  to  iD',  wa-  jiaid  Sejitemher  l'»17. 

(hi  h i4)i  nai  y 2S,  I'D],  w hen  the  lut  erst  at  e ( ommerec'  I > iimnissii  >n  ga  v e 
the  I’.nrlington  iiermission  to  deelare  a stock  dividend  of  S(  X ),( X M ).i  X X ),  tlm- 
hringing  the  aniomit  of  it-  stock  nj)  t>>  S17().S.v'kl(XI,  it  staleil.  am.mg  other 
things:  1 he  evidence  estahlishw-  (1)  'I'hat  the  Chicago,  Burlington  & Quincy 

Railroad  has  a great  uncapitalized  surplus;  |2)  That  the  present  capitalization 
is  far  helow  the  actual  investment,  or  any  fair  value  for  rate  making  purposes 
which  we  may  subsequently  fix  under  the  Valuation  .\ct ; (.?)  I hat  the  in- 
crease in  capitalization  which  would  follow  the  grant  of  this  authority,  would 
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Funded  Debt  Outstanding 
1901  to  1919  inclusive 
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Millions  of  Dollars 


still  leave  the  total  capitalization  of  the  Burlington  below  the  actual  investment, 
and  the  probable  fair  value  of  the  property  devoted  to  the  public  service; 
(4)  That  the  remaining  uncapitalized  surplus  would  be  sufficient  to  serve  the 
purposes  for  which  a surplus  should  be  accumulated.” 

During"  the  twenty  years  the  old  Joint  4s  have  been  outstanding,  the 
Burlington  has  had  aggregate  earnings  of  $324,189,000  available  for  divi- 
dends, out  of  which  dividends  amounting  to  $186,002,758  have  actually  been 
paid;  that  is,  the  earnings  have  been  equivalent  to  15.39%  per  annum  and 
the  dividends  have  averaged  8.11%.  The  dividend  policy  has  therefore  been 
extremely  conservative,  and  the  property  has  been  built  up  to  an  extraordi- 
nary extent  out  of  earnings.  This  fact  is  set  forth  distinctly  in  the  accom- 
panying table : 

1919  1901  Increase 

Total  Property  Investment,  

less  Depreciation $496,645,054  $297,493,857  $199,151,197  — 66.94% 

Total  Capitalization 278,889,100  257,782,000  21,107,100  — 8.19% 

This  record,  we  believe,  is  without  parallel  among  American  railroads. 
The  surplus  shown  on  the  balance  sheet  has  grown  from  $57,975,892  in 
1901,  to  $241,781,197  in  1919. 

The  funded  debt  is  only  $18,634  per  mile  of  road  owned,  the  lowest 
figure  reported  by  any  of  the  major  carriers.  It  was  $19,333  per  mile  in  1901. 

The  Burlington  owns  8,948  miles  of  road  and  operates  9,372  miles. 
Its  lines  extend  northwesterly  from  Chicago  to  the  Twin  Cities,  southwest- 
erly to  St.  Louis  and  Kansas  City,  and  stretch  as  far  west  as  Denver  and 
Billings,  Montana.  It  owns  extensive  and  valuable  terminals  in  some  of 
the  most  important  traffic  centers  of  the  country  and  expensive  bridges 
over  the  Mississippi,  Missouri  and  Platte  Rivers.  Its  lines  lie  in  twelve 
states.  Through  its  control,  by  stock  ownership,  of  the  Colorado  & Southern, 
it  reaches  the  Gulf  of  Mexico  at  Galveston. 

The  Obligors 

Among  bond  men  the  legal  title  of  the  “Northern  Pacific-Great  Northern 
Four  Percent  Joint  Bond,  Chicago,  Burlington  & Quincy  Collateral”— has 
been  abbreviated  to  the  term  “Burlington  Joint’s”,  and  many  people  may 
have  assumed  that  the  Chicago,  Burlington  & Quincy  Railroad  Co.  was  in 
some  way  responsible  for  these  bonds.  This  is  of  course  not  true.  The  bonds 
are  collaterally  secured  by  the  equity  in  the  Burlington,  but  the  obligors  are 
the  Northern  Pacific  and  the  Great  Northern  Railway  Companies,  which 
are  each  liable  for  the  full  amount  of  the  bonds. 

From  the  brief  analysis  given  of  the  financial  strength  of  the  Chicago, 
Burlington  & Quincy,  it  is  clear  that  the  old  Joint  4s  and  the  new  Joint  6j"^s 
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10  Millions  of  Dollars 


have  unusual  security  in  that  they  are  secured  not  only  by  the  promise  to 
pay  of  two  of  the  strongest  railroads  of  the  country,  but  are  collaterally 
secured  by  stock  which  had  a book  value  of  $318  a share  in  1919,  and  even 
after  the  increase  in  capital  as  a result  of  the  recent  stock  dividend,  is  $206 
a share.  A discussion  of  the  history,  growth  and  financial  strength  of  the 
two  obligor  railway  companies  is  now  in  order. 

The  Northern  Pacific 

The  project  of  the  Northern  Pacific  Railway  was  the  result  of  the  fore- 
sight of  a number  of  Boston  capitalists  who  visualized  the  possibilities  of 
the  northwestern  territory  and  the  ultimate  need  of  a second  line  from  the 
middle  west  to  the  Pacific  Coast  for  the  two-fold  purpose  of  development  of 
the  northwestern  territory  and  to  open  a new  artery  of  traffic  for  Asiatic 
trade.  The  first  meeting  of  the  Board  of  Commissioners  of  the  Northern 
Pacific  was  held  in  Melodeon  Hall,  in  the  City  of  Boston,  on  the  first  day  of 
September  1864,  which  was  the  year  the  original  charter  of  the  property  was 
granted.  Construction  was  not  begun,  however,  until  July  1870,  and  the 
entire  main  line  from  Ashland,  Wisconsin,  to  Portland,  Oregon,  was  opened 
for  business  in  September  1883. 

As  in  the  case  of  many  of  the  American  railways,  the  Northern  Paci- 
fic was  built  ahead  of  its  time  and  so  much  money  had  been  put  into  the 
construction  of  the  property  that  there  were  no  funds  available  to  tide  it 
through  the  lean  period  which  has  always  followed  the  projection  of  an 
extensive  trunk  line  through  an  undeveloped  territory.  As  a result,  ten 
years  after  the  opening,  receivers  were  appointed  for  the  company,  and  in 
1896,  the  property  was  reorganized  and  turned  over  to  the  present  company. 

The  Northern  Pacific  is  sometimes  referred  to  as  a granger  line,  but  so 
well  diversified  is  its  list  of  commodities  transported  that  the  entire  products 
of  agriculture  amount  to  only  approximately  20%  of  the  total.  Not  only 
does  the  Northern  Pacific  serve  the  rich  agricultural  section  of  the  north- 
west, but  it  also  taps  the  large  ore  producing  mines  and  timber  belts  of  that 
section.  West  of  the  Rocky  Mountains  during  the  past  twenty  years  numer- 
ous manufacturing  enterprises  have  been  established,  the  products  of  which 
are  sold  principally  in  the  eastern  markets.  This  business  has  grown  so 
extensive  that  the  products  of  manufactures  now  make  up  approximately 
12%  of  the  total  tonnage. 

The  Northern  Pacific  today  extends  from  St.  Paul,  Minneapolis  and 
Duluth  in  the  east,  to  Portland  and  to  Tacoma  and  Seattle  on  the  Pacific 
Coast,  and  has  to  a total  mileage  of  7,052  miles. 
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Capital  Stock 


1 


The  changes  that  have  taken  place  in  the  capitalization  and  property 
accounts  of  the  Northern  Pacific  since  it  joined  in  the  purchase  of  the  Burl- 
ington are  here  set  forth: 

1919  1901  Increase 

Total  Property  Investment,  


less  Depreciation $682,139,036  $314,836,176  $367,302,860  — 116.3% 

Capital  Stock  248,000,000  155,000,000  93,000,000  — 60.0% 

Funded  Debt* 202,108,000  177,925,789  24,182,211  — 13.6% 


Total  Capitalization. . . $450,108,000  $332,925,789  $117,182,211  — 35.2% 

♦Does  not  include  Northern  Pacific’s  share  of  C.  B.  & Q.  Joint  47c  bonds. 

Reduced  to  a per  mile  basis,  it  appears  that  there  has  been  an  increase 
of  $41,301,  or  70%,  in  the  Property  Investment  (from  $58,705  per  mile  in 
1901  to  $100,006  in  1919),  while  the  total  capitalization  has  increased  only 
$3,909  per  mile,  or  6.3%.  Even  more  striking  is  the  fact  that  the  funded 
debt  has  decreased  from  $33,177  to  $29,630  per  mile,  the  capital  stock  having 
increased  from  $28,902  to  $36,358  per  mile. 

The  capital  stock  was  increased  in  1906  by  the  sale  to  stockholders  of 
$93,000,000,  at  par  for  cash.  In  the  corner  of  1901,  Northern  Pacific  stock 
sold  at  $1,000  a share.  Its  high  price  in  normal  markets  has  been  $232}^ 
and  its  average  price  since  1901  has  been  $140.  The  dividend  rate  has  been 
7%  for  the  past  eighteen  years. 

The  earning  power  of  the  system  is  demonstrated  by  the  following 
figures  which  are  the  aggregate  results  for  the  years,  1901-1919  inclusive. 


Earnings  available  to  meet  fixed  charges , . . $559,492,000 

Fixed  Charges  166,013,000 

Fixed  charges  have  been  earned,  therefore,  3.37  times. 

Similarly,  the  amount  available  for  Dividends  was $393,479,000 

Dividends  paid 275,410,000 


The  earnings  have  averaged  10%  on  the  stock  and  the  payments  made 
to  stockholders  have  averaged  7.33%. 

The  bonds  of  the  Northern  Pacific  have  had  a very  high  standing 
among  investors,  proved  by  the  fact  that  its  Prior  Lien  4s  and  General  Lien 
3s,  since  1900,  have  never  sold  as  low  as  a 6%  basis — even  in  times  of 
panic. 

Great  Northern 

“Most  people  who  have  really  lived  have  had  in  some  shape  their  great  ad- 
venture. This  railway  is  mine.” — From  the  valedictory  address  of  the  late 
James  J.  Hill,  on  the  occasion  of  his  retirement  as  Chairman  of  the  Board 
of  Directors  of  the  Great  Northern  Railway  Company. 

The  present  Great  Northern  Railway  System  is  a monument  to  the 
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Comparison  of  Canitali 


- 


The  chan,!4'C‘s  tliat  liavc  taken  ]>lace  in  the  eajiitalizati* *n  and  j>r(»])ertv 
acC"Unts  n\  tlie  Xnriliern  I'acihc  since*  it  i* a'ned  in  l lie  jmreha>e  of  the  llurl- 
in.L;t''n  are  liere  hirth: 


1919 

Total  Property  Investment, 

less  Depreciation.  . $682,139,036 

Capital  Stock  , 248,000,000 

Funded  Debt 202,108.000 


1901 


Increase 


$314,836,176  $367,302,860  — 116.3^0 


155,000,000 

177,925,789 


93.000,000  — 60.0^ 

24,182,211  - 13.6^7 


Total  Capitalization...  $450,108,000  $332,925,789  $117,182,211  — 35.2*^ 

♦lines  ntil  im-ln«U-  \nrtlu-rn  Pacitic*>  vliare  nf  (*.  \\,  (j.  l..int  4' < hniuN. 

Reduced  x*t  a ])er  mile  basis,  it  :i]i]>ears  that  there  has  heen  an  increase 
nl  S41.a()l,  or  /OX,  in  the  I'l^fperty  lnve^tnlent  (fi'din  $5S.705  ]>er  mile  in 
RXd  t(»  Slot ),()()(»  in  ]0]0).  uliile  the  total  ca])italization  has  increased  (Hily 
Sa.OOO  ])tT  mile,  or  M.aX  . K\ en  more  st rikin.^'  is  the  fact  that  the  funded 
debt  has  decreased  Irom  Saa.l//  t< ► S20.I oO  ]>er  mile,  the  capital  stock  havin;4‘ 
increased  trom  S2S.‘)02  to  SS<>..k^S  ]>er  mile. 

4 he  ca])ital  stock  was  increased  in  0X)(>  by  the  sale  to  stockholders  of 
SOa.tMIO.OOO.  at  ]>ar  t(»r  cash.  In  the  corner  of  0X_)1.  Xhirthern  Pacific  stock 
sitld  at  Sl.CKX)  a share.  Its  hi,c:h  juice  in  normal  markets  has  heen  S2.^2’j 
and  its  avera,e'e  jirice  since  PK)1  has  lieen  S140.  The  dividend  rate  has  heen 
/ ^ f lor  the  ])ast  eit^hteen  years. 

4 he  earning:  jiower  of  the  system  is  demonstrated  hv  the  following- 
ti,^-ures  whicli  are  tlie  a^jjrejjate  results  for  the  years.  100]-]0p)  inclusi\e. 

Earnings  available  to  meet  6xed  charges $559,492,000 

Fixed  Charges  166,013,000 

Fixed  charges  have  been  earned,  therefore,  3.37  times. 

Similarly,  the  amount  available  for  Dividends  was. $393,479,000 

Dividends  paid 275.410.000 

44ie  earnin,e:s  have  ;ivera.e‘e<l  !<»',  mi  the  >ti>ck  and  the  i»a\nients  made 
t(.»  stocklu tlders  have  avera.i^ed  7.4oX  • 

4 he  bonds  ot  the  X<n'thern  Ifacitic  have  had  a \ t*rv  hi,e'h  standing' 
iim<m.u‘  in\est<a-s.  ])roved  by  tlie  fiict  that  its  l'ri(H'  Lien  4s  and  General  Lien 
as.  sinct*  1**00.  ha\e  iu*\er  sold  as  low  as  a basis — e\en  in  times  of 
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Great  Northern 

“Most  people  who  have  really  lived  have  had  in  some  shape  their  great  ad- 
venture. This  railway  is  mine.” — From  the  valedict<»ry  address  <d'  the  late 
James  j.  Hill,  on  the  <iccasi(ni  <»f  his  retirement  as  Chairman  of  the  Hoard 
ot  Lirectors  (d  the  Great  Xorthern  Railway  C<unjtanv. 

I he  jiresent  Great  X<irthern  Railwa}’  S\'stem  is  a monument  to  the 
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courag-e,  foresight  and  ability  of  four  men  who,  in  1878,  purchased  from 
disheart‘-ned  Dutch  bondholders  a discredited  railroad  of  about  300  miles 
called  the  St.  Paul  & Pacific.  The  four  men  were  George  Stephen,  later 
Lord  Mount  Stephen,  Donald  A.  Smith,  afterwards  Lord  Strathcona,  Nor- 
man W.  Kittson  and  James  J.  Hill.  F'om  very  meagre  begininngs  thev  built 
up  one  cf  the  great  railroad  systems  of  the  country,  first  known  as  the  St. 
Paul,  M nneapolis  & Manitoba,  and  later  as  the  Great  Northern  Railway 
Compan;  \ The  original  300  miles  of  road  have  expanded  to  more  than  7,800 
miles. 

No  c ne  knew  the  story  of  the  Great  Northern  better  than  Mr.  Hill.  The 
following,  taken  from  his  own  account  of  the  property,  carries  the  weight 
of  authority: 

“All  the  other  transcontinental  lines  had  received  large  subsi- 
dies in  cash  or  land  grants,  or  both.  They  suffered  the  check  of 
financial  stresses  and  passed  through  receivership  and  reorganiza- 
tion . The  Great  Northern,  which  includes  the  Manitoba,  never 
faikd,  never  passed  a dividend,  never  was  financially  insecure  in 
any  time  of  panic.  For  thirty-three  years  its  credit  has  been  unim- 
pair ^d  and  its  resources  equal  to  any  demands  upon  them.  . . . The 
financial  outlook  of  this  company  is  as  well  assured  as  that  of  most 
Gov  ^rnments.  It  has  a provision  made  now  deliberately  and  not 
undrr  any  pressure  of  necessity,  for  the  work  of  years  to  come. 

Tha  provision  may  be  utilized  in  lean  years  and  held  in  suspense 
in  f;.t  years,  so  as  always  to  realize  the  best  prices  for  securities 
and  to  keep  the  credit  of  the  company  unimpaired.  . . . There  has 
nev(  r been  a dollar’s  worth  of  stock  or  bonds  issued  that  was  not 
paid  for  in  cash,  property  or  services,  at  its  actual  cash  value  at  the 
time  . , . The  Great  Northern  is  now  wrought  so  firmly  into  the 
ecoromic  as  well  as  the  corporate  body  of  the  land  as  to  have  fitted 
itsel  ‘ permanently  into  the  natural  frame  of  things.  So  far  as  any 
Creadon  of  human  effort  can  be  made  it  will  be  proof  against  the 
atta  :ks  of  time.” 

Like  the  Northern  Pacific,  the  Great  Northern’s  iigures  reflect  the 
soundest  financial  policies.  Its  property  stands  on  its  books  today  at  about 
$400,000,  XX)  more  than  in  1901.  Nearly  half  of  the  expansion  has  been  cared 
for  out  o ■ surplus,  and  more  than  a third  by  the  sale  of  stock.  The  actual 
figures  f(  flow: 

1919  1901  Increase 

Total  Property  Investment, 


Iss  Depreciation $625,599,813  $228,164,066  $397,435,747  — 174.2% 

Capitil  Stock 249.478,250  98,711.750  150,766.500  — 152.8% 

FundelDebt* 162,910.515  96.683,455  66.227,060  68.5% 

1 otal  Capitalization  ..  $412,388,765  $195,395,205  $216,993,560  — 111.0% 


Does  not  include  Great  Northern’s  share  of  C.,  B.  & Q.  Joint  4%  Bonds. 

The  investment  has  increased  from  $41,880  per  mile  of  road  to  $87,717, 
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while  the  funded  debt,  exclusive  of  the  Joint  bonds,  increased  only  $5,144 
per  mile — from  $17,746  to  $22,890. 

Since  1901,  Great  Northern  preferred  stock  (there  is  no  issue  of  com- 
mon stock)  has  sold  as  high  as  $348  a share.  Like  the  Northern  Pacific, 
the  Great  Northern  has  utilized  every  favoring  opportunity  for  the  financing 
of  its  growth  by  the  sale  of  stock.  Since  1901,  $150,766,500  of  new  stock 
has  been  sold  for  cash  or  issued  in  the  acquisition  of  new  property. 

During  the  twenty-year  period  we  have  been  reviewing,  the  Great  Northern 


has  earned  to  meet  its  fixed  charges  a total  of $475,489,645 

Its  fixed  charges  aggregated 114,068,115 

Fixed  charges  have  therefore  been  earned  4.16  times. 

The  amount  available  for  dividends  was $361,421,530 

Dividends  paid  248,512,115 


The  earnings  have  averaged  10^4%  on  the  stock,  while  the  dividends 
have  been  7%  throughout.  Dividends  were  begun  on  the  stock  of  the  St. 
Paul,  Minneapolis  & Manitoba  (the  Great  Northern’s  predecessor)  in  1882, 
so  the  stockholders  have  enjoyed  uninterrupted  dividends  for  nearly  forty 
years. 

The  Bureau  of  Valuation  of  the  Interstate  Commerce  Commission  has 
published  a preliminary  report  of  the  physical  valuation  of  the  Great 
Northern  Railway,  which  gives  a figure  of  $437,740,332  for  cost  of  repro- 
duction new,  and  $376,742,378  for  cost  of  reproduction  less  depreciation. 
The  latter  figure  amounts  to  $53,135  per  mile.  As  already  pointed  out.  the 
funded  debt  of  the  Great  Northern,  exclusive  of  its  share  of  the  new  Joint 
bonds,  is  at  the  very  low  rate  of  $22,890  per  mile. 

The  New  Joint  6^2%  Bonds 

A careful  consideration  of  the  foregoing  accounts  of  the  financial 
strength  of  the  Northern  Pacific  and  the  Great  Northern  Railway  Companies 
and  the  great  value  of  the  stock  of  the  Chicago,  Burlington  & Quincy,  must 
convince  the  investor  of  the  unequalled  strength  of  the  new  Joint  15-year 
634%  bonds  which  are  being  sold  to  refund  the  maturing  4s.  These  new 
bonds,  of  which  there  will  be  $230,000,000  outstanding,  will  be  secured  by 
$165,867,400  (out  of  a total  of  $170,839,100  outstanding)  stock  of  the  Chi- 
cago, Burlington  & Quincy,  and  in  addition,  $33,000,000  Northern  Pacific 
Railway  Company  Refunding  & Improvement  Mortgage  6%  Bonds,  Series 
B,  due  2047,  and  $33,000,000  Great  Northern  General  Mortgage  7%  Bonds, 
Series  A,  due  1936.  Thus  72%  of  the  collateral  is  stock  and  28%  bonds. 

The  interest  requirements  of  the  Joint  6j4%  bonds  will  be  $14,950,000 
per  annum.  These  charges  are  of  course  junior  to  the  interest  charges  on 
the  mortgage  bonds  of  the  two  roads  which  are  jointly  liable.  Heretofore, 
the  regular  8%  dividend  on  Chicago,  Burlington  & Quincy  stock  has  sufficed 
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to  meel  the  4%  interest  on  the  maturing  Joint  bonds,  so  that  the  proprie- 
tary ro;  ds  were  not  out  of  pocket  as  a result.  Reference  has  already  been 
made  tc  the  increase  in  stock  of  the  Burlington  by  $60, (XX), 000,  and  should 
the  8%  dividend  be  continued  on  the  enlarged  stock  capitalization,  as  seems 
probable,  the  Great  Northern  and  Northern  Pacific  would  each  receive  in 
their  tr  aasuries  as  dividends  $6,634,696,  and  would  be  obligated  to  pay  on 
the  6y2  % bonds  $7,475,000  per  annum.  Thus  the  net  increase  in  fixed 
charges  would  amount  to  only  $830,304  for  each  obligor. 

Thi‘  following  table  has  been  prepared  to  show  the  earning  power  sup- 
porting the  new  Joint  6j4%  bonds.  The  income  of  the  Burlington  shown 
below,  :s  97.13%  of  the  total  net  income  after  payment  of  all  fixed  charges, 
97.13%  being  the  amount  of  the  stock  of  the  Burlington  jointly  owned. 

Th(  income  of  the  Great  Northern  and  Northern  Pacific  available  to 
meet  thi  interest  charges  on  the  new  bonds  is  the  balance  remaining  after 
the  payment  of  all  other  fixed  charges  of  each  road.  These  figures  show 
that  foi  the  past  five  years,  for  which  statistics  are  obtainable,  the  interest 
requirei  lents  on  the  new  Joint  6j4%s  have  been  earned  a yearly  average  of 
4.6  time  5. 


Income  of 

Income 

Income 

Total 

Interest 

Charges 

Times  Int. 
Charges 

C.  B.  &.Q. 

Nor.  Pacific 

Gt.  North. 

Income 

Joint  6 ^ s 

Earned 

19H 

$22,866,802 

$22,832,769 

$22,139,586 

$67,839,157 

$14,950,000 

4.54 

191« 

22,138,255 

20,125,366 

20,063,270 

62,326,891 

14,950,000 

4.17 

1917 

28,562,079 

24,113,182 

17,659,497 

70,334,758 

14,950,000 

4.70 

19K* 

32,047,777 

25,725,906 

27,600,614 

85,374,297 

14,950,000 

5.71 

1915  . . . 

18,495,416 

18,818,852 

20,618,270 

57,932,538 

14,950,000 

3.88 

Aver  ige . . . 

$24,822,066 

$22,323,215 

$21,616,247 

$68,761,528 

$14,950,000 

4.60 

* Ve?  rs  ended  June  30. 

Th{  maturing  Joint  4s  have  been  one  of  the  most  active  of  the  listed 
bonds  oi  the  New  York  Stock  Exchange,  the  volume  of  sales  for  that  issue 
in  1919  being  $13,432,000,  comparing  with  $6,562,000  in  Atchison  General 
4s  and  $^,678,000  in  U.  S.  Steel  Sinking  Fund  5s.  The  Joint  4s  were  listed  on 
the  Stoc  c Exchange  in  1901  and  sold  below  90  only  twice;  once  in  the  depres- 
sion of  . 903  and  again  in  the  panic  of  1907.  The  average  selling  price  for 
the  bone  s during  the  past  20  years  has  been  equivalent  to  a 5%%  basis. 

The  Conversion  Privilege 

One  of  the  most  attractive  features  of  the  new  Joint  bonds  is  the  privi- 
lege to  c mvert  at  any  time  prior  to  maturity  into  either  Northern  Pacific 
Series  B Refunding  & Improvement  6%  Bonds,  2047,  or  the  Great  Northern 
General  Mortgage  7s,  1936,  up  to  the  limit  of  $115,000,000  of  each  issue. 

The -e  have  been  outstanding  since  1914,  $20,000,000  of  4j4%  bonds. 
Series  A under  the  Northern  Pacific  Refunding  & Improvement  Mortgage, 
which  bonds  have  been  listed  on  the  Stock  Exchange  since  1918,  and  have 
ranged  b ;tween  91  and  69.  Since  the  first  of  January  1921 , these  4j4  % bonds 
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have  sold  as  high  as  81 J4,  or  a 5j4%  basis.  The  opportunity  to  convert  the 
new  Joint  bonds  into  6s  at  96]4,  or  a 6.20%  basis,  is  therefore  extremely 
attractive.  The  Northern  Pacific  Refunding  bonds  are  secured  by  a first 
mortgage  on  1,004  miles  of  road  and  cover  in  all  6,873  miles,  principally  sub- 
ject to  $110,815,500  Prior  Lien  4s,  1997,  and  $60,000,000  General  Lien  3s  of 
2047.  The  Northern  Pacific  6s  are  a legal  investment  for  savings  banks  and 
trustees  in  New  York,  Massachusetts,  Connecticut  and  elsewhere. 

The  Great  Northern  General  Mortgage  7s,  1936,  are  to  be  issued  under 
a new  mortgage  dated  January  1,  1921.  They  will  be  secured  by  a direct  mort- 
gage on  7,675  miles  of  road  subject  to  prior  liens  outstanding  at  the  very 
low  rate  of  $22,889  per  mile  of  road  owned.  The  First  & Refunding 
Mortgage  of  1961,  which  authorized  the  issuance  of  $600,000,000  of  bonds,  is 
closed  by  the  terms  of  the  new  General  Mortgage.  Under  the  First  & 
Refunding  Mortgage,  $35,668,000  of  bonds  are  outstanding  in  the  hands  of 
the  public,  and  $36,332,000  are  pledged  under  the  new  General  Mortgage; 
$24,200,000  being  pledged  subject  to  a lien  of  $17,910,000  in  favor  of  the 
United  States  Government  to  secure  a loan  made  in  1920.  The  opportunity 
to  convert  the  Joint  bonds  par  for  par  into  Great  Northern  General  Mort- 
gage 7s  enables  the  investor  to  secure  a high  grade  bond  of  this  great  rail- 
way system  on  a 7.38%  basis.  This  is  an  exceptionally  attractive  opportu- 
nity in  view  of  the  recent  quotations  for  other  high  grade  bonds,  viz.:  New 
York  Central  and  Delaware  & Hudson  ten-year  7s  on  a 6j4%  basis,  and 
Chicago  & Northwestern  and  Pennsylvania  15-year  6j4s  on  a 6^%  basis. 

The  Outlook  for  the  Railroads 

The  real  measure  of  the  earning  power  of  the  three  railroads  under  dis- 
cussion and  of  all  other  American  railroads  is  not  found  in  their  recent 
statements,  which  have  been  unsatisfactory.  The  conditions  producing  these 
earnings  are,  we  believe,  temporary,  and  we  are  optimistic  as  to  the  future. 
By  the  terms  of  the  Transportation  Act  of  1920,  the  Interstate  Commerce 
Commission  was  instructed  to  establish  a rate  structure  which  would  yield 
5j4%  on  the  value  of  railroad  property,  with  a discretionary  J^%  to  be  used 
for  additions  and  betterments.  In  its  decision,  the  Interstate  Commerce 
Commission  placed  a preliminary  valuation  on  the  property  of  the  western 
carriers  of  $8,100,000,000,  and  the  rate  structure  was  designed  to  yield  net 
earnings  of  $486,000,000.  The  actual  earnings  made  by  the  western  carriers 
in  the  so-called  test  period,  that  is,  the  three  years  ended  June  30,  1917,  were 
$401,215,984.  Granted  reasonable  operating  costs  and  a normal  volume  of 
traffic,  these  three  great  western  roads  should  have  no  difficulty  in  producing 
sufficient  earnings  to  maintain  in  the  future  the  high  credit  standing  that 
their  securities  have  had  for  many  years  past. 

[19] 


